This paper, using Japanese market data, finds that although the correlation between equity markets and commodity market used to be negative or almost zero before around 2006, it has increased significantly after the global financial crisis in Autumn of 2008. In this sense, the commodity market lost its character as an alternative asset. However, the author argues that it is too early to conclude so because of several reasons.
Introduction
The crash in equity markets occurred in autumn of 2008, while commodity markets also recorded an historical decline. For example, futures prices for West Texas Intermediate (WTI) on the New York Mercantile Exchange (NYMEX), which is the global crude oil price index, dropped by 33 % in only a month of October, which represents more than a 50% drop in four months when compared with the peak in July.
There has been a distinct expansion in global commodity futures transactions in recent years. In particular, the speed of expansion accelerated from 2006 to 2008. Transaction activity has resulted in higher commodity prices in recent years. Fig. 1 shows the transition on the commodity price index published by the Tokyo Commodity Exchange (TOCOM), which is the most representative commodity index of Japanese commodity markets and indicates average movements in commodities such as gold, oil or gasoline which are listed on TOCOM.
3 maximum in July 2008, there was a sharp decline.
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Global Commodity Markets Assuming the Character of Financial Market
The expansion of commodity futures transactions was not only due to the rapid increase in the need to hedge price changes but was mainly due to the entry into the market by institutional investors or financial institutions which use the commodity market for the purpose of asset management. Thereby, the outstanding balance of commodity index related financial products invested by institutional investors has recently exceeded $140 billion.
Although the transaction amount related to commodity derivatives in the over-the-counter market of securities firms or banks of the leading 11 developed nations In this manner, recent years have shown a large change in the participants in the global commodity futures markets and, as a result, there has been a significant change in the character of commodity markets from a market for goods to a financial market.
Attraction of Commodities as an Investment Vehicle
Commodity futures transactions are often considered to be a high-risk transaction, because the scheme allows investors to hold large positions with small own capitals. Therefore, an investor who takes too much risk without enough funds may suffer the bitter fate.
However, the attraction for institutional investor is not the type of wager but the quality of diversification of investment. In other words, investors have realized that prices on commodity markets are not linked with prices on equity markets.
Modern investment theory promotes the view that real risk is not the fluctuation in individual assets but rather only that part which cannot be negated by the possession of other assets. Consider an asset, X, whose price fluctuations are very large. If another asset, Y, provide a offsetting effect, the actual risk of the asset X is reduced by holding the asset Y.
Actually, previous studies (for example, Gorton et al. [2007] ) find that there is a low correlation between price fluctuations in equities and commodity futures. Past experience in
Europe and the United States has demonstrated that inclusion of both asset classes will improve overall portfolio returns.
Here, we confirm it by using Japanese data. Namely, we use the Tokyo Commodity The conspicuous feature is that when equities experience sharp declines, commodities do not decline in a similar manner. Table 1 Although equities fell by 15% on one day on October 20, 1987, commodities registered a 0.6% gain. Of the worst five days, there was also a commodity decline only on one day and it can be seen that the commodities market was bullish when equity markets were in sharp decline.
Although the above findings are obtained from Japanese data, it has been confirmed that the same applies also to the United States (for example, see Lungarella [2002] ).
The reason for the negative or zero correlation is that the same news has a large difference in effect on equities and commodity prices. For example when an event having a negative impact on equity markets (e.g., increasing instability in Middle Eastern political situation) causes an increase in oil prices.
Thus an appropriate combination of investment in equities and commodity futures enables cancellation of risk between each asset and improves portfolio performance. That is to say, commodities have taken on a role as an alternative investment having risk characteristics which are different from traditional financial assets such as equities or bonds. 
Increasing Relationship between Commodity Market and Equity Market
It must be kept in mind that the above analysis is based on historical data. Specifically, the arguments are based on data mainly from the period prior to the development of the commodity market towards a financial market. and concluded that there has been no recent loss of independence of equity and commodity markets and the attraction of commodity markets for asset diversification has not been diminished (Büyükşahin et al.[2008] ).
Consequently the English magazine
The same conclusions have been reached with respect to an analysis of Japanese commodity futures markets using data up to December 2007 (Yamori [2009] ). That is to say, although the commodity market becomes to assume a character of a financial market, the attraction for portfolio diversification has not been lost 3 .
However, after July 2008, and particularly after the Lehman shock in September of the same year, the markets have taken on a completely different appearance.
Although it has been previously noted that commodities were relatively bullish on the Black Monday equity crash, Table 2 shows that the situation was completely different for 2008.
In Table 2 , we examine movements in commodity markets on days of sharp equity declines in 2008. We find that commodity prices also declined for all of ten days which recorded the largest decline of the TOPIX. For example, on October 16 on which the large decline occurred, commodity markets also experienced almost a 6% decline. Commodity markets also experienced large declines on the other worst five days in 2008.
Fluctuations in the correlation in return for equities and commodities were examined by sequential calculation of the return correlation for the TOPIX and TOCOM over 250 days (Fig. 2) . Thus the correlation coefficient was minus until about June 2006, the correlation coefficient sharply increased after 2007 and has a most recent value of more than 0.6.
It is clear that the movements in markets during autumn of 2008 indicate a break with the past. Although it can certainly be suggested that worsening economic conditions result in a fall in demand for oil, and therefore in that sense, coordinated movements in oil and equity prices are not surprising. However, although such a causal matrix should have existed in the past, such a strong positive correlation that we observed this time has not been seen in the past.
I suggest that the occurrence of this new phenomenon is connected with the occurrence of bubbles on commodity markets. Investors realizing large profits on equity markets enter into commodity markets and continue to buy while ignoring commodity fundamentals. When large losses are incurred in equity investments due to equities collapses, the investors can no longer bear risk on commodity markets, start selling commodities and thereby cause a fall in prices.
This situation realizes the concerns expressed by the Economist. Since bubbles likely grow and deflate without reference to the fundamentals of the commodity market, it should not be surprising at all to observe movements completely unrelated to the characteristics of the commodity market, if a bubble existed. As indicated by the "Energy White Paper", since the size of the commodity market is less than 1% of the global $100 trillion securities market, it would not be surprising for a large inflow of funds from the securities market to overwhelm the commodity market. Firstly, although global equity markets displayed the same behavior during the current crisis, at the same time, international asset diversification will remain as a standard portfolio strategy. This type of one-in-a-hundred-year crash will necessarily result in changes to the risk-take capacity of investors at the same time in respective markets. The observed co-movement may be a temporal phenomenon.
Secondly, if the existence of a bubble was a considerable reason for the connection, there is an expectation for a recovery of the original independence between commodity and equity markets as the bubble disappeared after the burst in 2008.
Thirdly, although it is considered that the financial market bubble caused the commodity market bubble, the commodity market is linked with actual goods. Thereby, unlike financial products, commodity prices basically should be resistant to divergence from fundamental prices.
On this occasion, since financial institutions unaccustomed to commodity markets enter en masse, recent market instability might emerge. However, we can expect that prices in commodity markets will be decided on fundamentals since commodity markets will have a robust professional core formed from a variety of large risk takers including financial institutions, funds and institutional investors, which are learning commodity markets now. If this were the case, attraction of commodity markets for asset diversification would not be lost.
